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Cite this Code: CFR

To cite the regulations in
this volume use title,
part and section num-
ber. Thus, 26 CFR
1.501(a)-1 refers to title
26, part 1, section
501(a)-1.




Explanation

The Code of Federal Regulations is a codification of the general and permanent
rules published in the Federal Register by the Executive departments and agen-
cies of the Federal Government. The Code is divided into 50 titles which represent
broad areas subject to Federal regulation. Each title is divided into chapters
which usually bear the name of the issuing agency. Each chapter is further sub-
divided into parts covering specific regulatory areas.

Each volume of the Code is revised at least once each calendar year and issued
on a quarterly basis approximately as follows:

Title 1 through Title 16............. as of January 1
Title 17 through Title 27 ... e as of April 1
Title 28 through Title 41 ... e as of July 1
Title 42 through Title 50 ..., as of October 1

The appropriate revision date is printed on the cover of each volume.
LEGAL STATUS

The contents of the Federal Register are required to be judicially noticed (44
U.S.C. 1507). The Code of Federal Regulations is prima facie evidence of the text
of the original documents (44 U.S.C. 1510).

HOW TO USE THE CODE OF FEDERAL REGULATIONS

The Code of Federal Regulations is kept up to date by the individual issues
of the Federal Register. These two publications must be used together to deter-
mine the latest version of any given rule.

To determine whether a Code volume has been amended since its revision date
(in this case, April 1, 2004), consult the “‘List of CFR Sections Affected (LSA),”
which is issued monthly, and the ‘“‘Cumulative List of Parts Affected,”” which
appears in the Reader Aids section of the daily Federal Register. These two lists
will identify the Federal Register page number of the latest amendment of any
given rule.

EFFECTIVE AND EXPIRATION DATES

Each volume of the Code contains amendments published in the Federal Reg-
ister since the last revision of that volume of the Code. Source citations for
the regulations are referred to by volume number and page number of the Federal
Register and date of publication. Publication dates and effective dates are usu-
ally not the same and care must be exercised by the user in determining the
actual effective date. In instances where the effective date is beyond the cut-
off date for the Code a note has been inserted to reflect the future effective
date. In those instances where a regulation published in the Federal Register
states a date certain for expiration, an appropriate note will be inserted following
the text.

OMB CONTROL NUMBERS
The Paperwork Reduction Act of 1980 (Pub. L. 96-511) requires Federal agencies
to display an OMB control number with their information collection request.

A\



Many agencies have begun publishing numerous OMB control numbers as amend-
ments to existing regulations in the CFR. These OMB numbers are placed as
close as possible to the applicable recordkeeping or reporting requirements.

OBSOLETE PROVISIONS

Provisions that become obsolete before the revision date stated on the cover
of each volume are not carried. Code users may find the text of provisions in
effect on a given date in the past by using the appropriate numerical list of
sections affected. For the period before January 1, 2001, consult either the List
of CFR Sections Affected, 1949-1963, 1964-1972, 1973-1985, or 1986-2000, published
in 11 separate volumes. For the period beginning January 1, 2001, a ‘“‘List of CFR
Sections Affected’ is published at the end of each CFR volume.

CFR INDEXES AND TABULAR GUIDES

A subject index to the Code of Federal Regulations is contained in a separate
volume, revised annually as of January 1, entitled CFR INDEX AND FINDING AIDS.
This volume contains the Parallel Table of Statutory Authorities and Agency
Rules (Table 1). A list of CFR titles, chapters, and parts and an alphabetical
list of agencies publishing in the CFR are also included in this volume.

An index to the text of “Title 3—The President’ is carried within that volume.

The Federal Register Index is issued monthly in cumulative form. This index
is based on a consolidation of the “Contents’ entries in the daily Federal Reg-
ister.

A List of CFR Sections Affected (LSA) is published monthly, keyed to the
revision dates of the 50 CFR titles.

REPUBLICATION OF MATERIAL

There are no restrictions on the republication of material appearing in the
Code of Federal Regulations.

INQUIRIES

For a legal interpretation or explanation of any regulation in this volume,
contact the issuing agency. The issuing agency’s name appears at the top of
odd-numbered pages.

For inquiries concerning CFR reference assistance, call 202-741-6000 or write
to the Director, Office of the Federal Register, National Archives and Records
Administration, Washington, DC 20408 or e-mail fedreg.info@nara.gov.

SALES

The Government Printing Office (GPO) processes all sales and distribution of
the CFR. For payment by credit card, call toll free, 866-512-1800, or DC area,
202-512-1800, M-F 8 a.m. to 4 p.m. e.s.t. or fax your order to 202-512-2250, 24 hours
a day. For payment by check, write to the Superintendent of Documents, Attn:
New Orders, P.O. Box 371954, Pittsburgh, PA 15250-7954. For GPO Customer Serv-
ice call 202-512-1803.

ELECTRONIC SERVICES

The full text of the Code of Federal Regulations, the LSA (List of CFR Sections
Affected), The United States Government Manual, the Federal Register, Public
Laws, Public Papers, Weekly Compilation of Presidential Documents and the Pri-
vacy Act Compilation are available in electronic format at www.gpoaccess.gov/
nara. For more information, contact Electronic Information Dissemination Serv-
ices, U.S. Government Printing Office. Phone 202-512-1530, or 888-293-6498 (toll-
free). E-mail, gpoaccess@gpo.gov.



The Office of the Federal Register also offers a free service on the National
Archives and Records Administration’s (NARA) World Wide Web site for public
law numbers, Federal Register finding aids, and related information. Connect

to NARA’s web site at www.archives.gov/federal register. The NARA site also
contains links to GPO Access.

RAYMOND A. MOSLEY,

Director,

Office of the Federal Register.
April 1, 2004.






THIS TITLE

Title 26—INTERNAL REVENUE is composed of twenty volumes. The contents of
these volumes represent all current regulations issued by the Internal Revenue
Service, Department of the Treasury, as of April 1, 2004. The first thirteen vol-
umes comprise part 1 (Subchapter A—Income Tax) and are arranged by sections
as follows: §§1.0-1-1.60; §§1.61-1.169; §§1.170-1.300; §§1.301-1.400; §§1.401-1.440; §§1.441—
1.500; §81.501-1.640; 8§81.641-1.850; §§81.851-1.907; §§81.908-1.1000; §§1.1001-1.1400;
§§1.1401—1.1503-2A; and §1.1551-1 to end. The fourteenth volume containing parts
2-29, includes the remainder of subchapter A and all of Subchapter B—Estate
and Gift Taxes. The last six volumes contain parts 30-39 (Subchapter C—Employ-
ment Taxes and Collection of Income Tax at Source); parts 40-49; parts 50-299
(Subchapter D—Miscellaneous Excise Taxes); parts 300-499 (Subchapter F—Proce-
dure and Administration); parts 500-599 (Subchapter G—Regulations under Tax
Conventions); and part 600 to end (Subchapter H—Internal Revenue Practice).

The OMB control numbers for Title 26 appear in §602.101 of this chapter. For
the convenience of the user, §602.101 appears in the Finding Aids section of the
volumes containing parts 1 to 599.

For this volume, Ruth Green was Chief Editor. The Code of Federal Regula-
tions publication program is under the direction of Frances D. McDonald, assisted
by Alomha S. Morris.



Would you like to
know. ..

if any changes have been made to the Code
of Federal Regulations or what documents
have been published in the Federal Register
without reading the Federal Register every
day? If so, you may wish to subscribe to the
LSA (List of CFR Sections Affected), the
Federal Register Index, or both.

LSA

The LSA (List of CFR Sections Affected) is
designed to lead users of the Code of Federal
Regulations to amendatory actions published in
the Federal Register. The LSA is issued monthly in
cumulative form. Entries indicate the nature of the
changes—such as revised, removed, or corrected.
$31 per year.

Federal Register Index

The index, covering the contents of the daily
Federal Register, is issued monthly in cumulative
form. Entries are carried primarily under the names
of the issuing agencies. Significant subjects are
carried as cross-references.

$28 per year.

A finding aid is included in each publication which
lists Federal Register page numbers with the date
of publication in the Federal Register.
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CHAPTER I—INTERNAL REVENUE SERVICE,
DEPARTMENT OF THE TREASURY (CONTINUED)

EDITORIAL NOTE: IRS published a document at 45 FR 6088, Jan. 25, 1980, deleting statutory
sections from their regulations. In chapter I, cross references to the deleted material have
been changed to the corresponding sections of the IRS Code of 1954 or to the appropriate regu-
lations sections. When either such change produced a redundancy, the cross reference has
been deleted. For further explanation, see 45 FR 20795, March 31, 1980.

SUBCHAPTER A—INCOME TAX (CONTINUED)

Part Page
1 INCOMIE TaAXES oottt ettt rnneees 5

SUPPLEMENTARY PUBLICATIONS: Internal Revenue Service Looseleaf Regulations System.
Additional supplementary publications are issued covering Alcohol and Tobacco Tax Regula-
tions, and Regulations Under Tax Conventions.






SUBCHAPTER A—INCOME TAX (CONTINUED)

PART 1—INCOME TAXES

NORMAL TAXES AND SURTAXES
EXEMPT ORGANIZATIONS

GENERAL RULE

Sec.

1.501(a)-1 Exemption from taxation.

1.501(c)(2)-1 Corporations organized to hold
title to property for exempt organiza-
tions.

1.501(c)(3)-1 Organizations organized and op-
erated for religious, charitable, sci-
entific, testing for public safety, literary,
or educational purposes, or for the pre-
vention of cruelty to children or animals.

1.501(c)(4)-1 Civic organizations and local
associations of employees.

1.501(c)(5)-1 Labor, agricultural, and horti-
cultural organizations.

1.501(c)(6)-1 Business leagues, chambers of
commerce, real estate boards, and boards
of trade.

1.501(c)(7)-1 Social clubs.

1.501(c)(8)-1 Fraternal beneficiary societies.

1.501(c)(9)-1 Voluntary employees’ bene-
ficiary associations, in general.

1.501(c)(9)-2 Membership in a voluntary em-
ployees’ beneficiary association; employ-
ees; voluntary association of employees.

1.501(c)(9)-3 Voluntary employees’ bene-
ficiary associations; life, sick, accident,
or other benefits.

1.501(c)(9)-4 Voluntary employees’ bene-
ficiary associations; inurement.
1.501(c)(9)-5 Voluntary employees’ bene-

ficiary associations;
quirements.
1.501(c)(9)-6 Voluntary
ficiary associations;
in gross income.
1.501(c)(9)-7 Voluntary
ficiary associations;
ERISA.
1.501(c)(9)-8 Voluntary employees’
ficiary associations; effective date.
1.501(c)(10)-1 Certain fraternal beneficiary
societies.
1.501(c)(12)-1 Local benevolent life insur-
ance associations, mutual irrigation and
telephone companies, and like organiza-
tions.
1.501(c)(13)-1 Cemetery
crematoria.
1.501(c)(14)-1 Credit unions and mutual in-
surance funds.
1.501(c)(15)-1 Mutual
or associations.
1.501(c)(16)-1 Corporations organized to fi-
nance crop operations.
1.501(c)(17)-1 Supplemental
benefit trusts.

recordkeeping re-

employees’ bene-
benefits includible

employees’ bene-
section 3(4) of

bene-

and

companies

insurance companies

unemployment

1.501(c)(17)-2

1.501(c)(17)-3
the Code.

1.501(c)(18)-1

1.501(c)(19)-1

1.501(c)(21)-1
terms.

1.501(c)(21)-2 Same—trust instrument.

1.501(d)-1 Religious and apostolic associa-
tions or corporations.

1.501(e)-1 Cooperative hospital service orga-
nizations.

1.501(h)-1 Application of the expenditure test
to expenditures to influence legislation;
introduction.

1.501(h)-2 Electing the expenditure test.

1.501(h)-3 Lobbying or grass roots expendi-
tures normally in excess of ceiling
amount.

1.501(k)-1 Communist-controlled
tions.

1.502-1 Feeder organizations.

1.503(a)-1 Denial of exemption to certain or-
ganizations engaged in prohibited trans-
actions.

1.503(b)-1 Prohibited transactions.

1.503(c)-1 Future status of organizations de-
nied exemption.

1.503(d)-1 Cross references.

1.503(e)-1 Special rules.

1.503(e)-2 Requirements.

1.503(e)-3 Effective dates.

1.503(e)-4 Disallowance of charitable deduc-
tions for certain gifts made before Janu-
ary 1, 1970.

1.503(f)-1 Loans by employers who are pro-
hibited from pledging assets.

1.504-1 Attempts to influence legislation;
certain organizations formerly described
in section 501(c)(3) denied exemption.

1.504-2 Certain transfers made to avoid sec-
tion 504(a).

1.505(c)-1T Questions and answers relating
to the notification requirement for rec-
ognition of exemption under paragraphs
(9), (17) and (20) of Section 501(c) (tem-
porary).

PRIVATE FOUNDATIONS

1.507-1 General rule.
1.507-2 Special rules; transfer to, or oper-
ation as, public charity.

General rules.
Relation to other sections of

Certain funded pension trusts.

War veterans organizations.
Black lung trusts—certain

organiza-

1.507-3 Special rules; transferee founda-
tions.

1.507-4 Imposition of tax.

1.507-5 Aggregate tax benefit; in general.

1.507-6 Substantial contributor defined.

1.507-7 Value of assets.

1.507-8 Liability in case of transfers.

1.507-9 Abatement of taxes.

1.508-1 Notices.
1.508-2 Disallowance of certain charitable,
etc., deductions.
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1.508-3 Governing instruments.

1.508-4 Effective date.

1.509(a)-1 Definition of private foundation.

1.509(a)-2 Exclusion for certain organiza-
tions described in section 170(b)(1)(A).

1.509(a)-3 Broadly, publicly supported orga-
nizations.

1.509(a)-4 Supporting organizations.

1.509(a)-5 Special rules of attribution.

1.509(a)-6 Classification under section
509(a).

1.509(a)-7 Reliance by grantors and contrib-
utors to section 509(a) (1), (2), and (3) or-
ganizations.

1.509(b)-1 Continuation of private founda-
tion status.

1.509(c)-1 Status of organization after ter-
mination of private foundation status.

1.509(d)-1 Definition of support.

1.509(e)-1 Definition of gross investment in-
come.

TAXATION OF BUSINESS INCOME OF CERTAIN
EXEMPT ORGANIZATIONS

1.511-1 Imposition and rates of tax.

1.511-2 Organizations subject to tax.

1.511-3 Provisions generally applicable to
the tax on unrelated business income.

1.511-4 Minimum tax for tax preferences.

1.512(a)-1 Definition.

1.512(a)-2 Definition applicable to taxable
years beginning before December 13, 1967.

1.512(a)-3 [Reserved]

1.512(a)-4 Special rules applicable to war
veterans organizations.

1.512(a)-5T Questions and answers relating
to the unrelated business taxable income
of organizations described in paragraphs
(9), (17) or (20) of Section 501(c) (tem-
porary).

1.512(b)-1 Modifications.

1.512(c)-1 Special rules applicable to part-
nerships; in general.

1.513-1 Definition of unrelated trade or busi-
ness.

1.513-2 Definition of unrelated trade or busi-
ness applicable to taxable years begin-
ning before December 13, 1967.

1.513-3 Qualified convention and trade show
activity.

1.513-4 Certain sponsorship not unrelated
trade or business.

1.513-5 Certain bingo games not unrelated
trade or business.

1.513-6 Certain hospital services not unre-
lated trade or business.

1.513-7 Travel and tour activities of tax ex-
empt organizations.

1.514(a)-1 Unrelated debt-financed
and deductions.

1.514(a)-2 Business lease rents and deduc-
tions for taxable years beginning before
January 1, 1970.

1.514(b)-1 Definition of debt-financed prop-
erty.

1.514(c)-1 Acquisition indebtedness.

income

26 CFR Ch. | (4-1-04 Edition)

1.514(c)-2 Permitted allocations under sec-
tion 514(c)(9)(E).

1.514(d)-1 Basis of debt-financed property
acquired in corporate liquidation.

1.514(e)-1 Allocation rules.

1.514(f)-1 Definition of business lease.

1.514(g)-1 Business lease indebtedness.

FARMERS’ COOPERATIVES

1.521-1 Farmers’ cooperative marketing and
purchasing associations; requirements
for exemption under section 521.

1.522-1 Tax treatment of farmers’ coopera-
tive marketing and purchasing associa-
tions exempt under section 521.

1.522-2 Manner of taxation of cooperative
associations subject to section 522.

1.522-3 Patronage dividends, rebates, or re-
funds; treatment as to cooperative asso-
ciations entitled to tax treatment under
section 522.

1.522-4 Taxable years affected.

1.527-1 Political organizations; generally.

1.527-2 Definitions.

1.527-3 Exempt function income.

1.527-4 Special rules for computation of po-
litical organization taxable income.

1.527-5 Activities resulting in gross income
to an individual or political organiza-
tion.

1.527-6 Inclusion of certain amounts in the
gross income of an exempt organization
which is not a political organization.

1.527-7 Newsletter funds.

1.527-8 Effective date; filing requirements;
and miscellaneous provisions.

1.527-9 Special rule for principal campaign
committees.

HOMEOWNERS ASSOCIATIONS

1.528-1 Homeowners associations.

1.528-2 Organized and operated to provide
for the acquisition, construction, man-
agement, maintenance and care of asso-
ciation property.

1.528-3 Association property.

1.528-4 Substantiality test.

1.528-5 Source of income test.

1.528-6 Expenditure test.

1.528-7 Inurement.

1.528-8 Election to be treated as a home-
owners association.

1.528-9 Exempt function income.

1.528-10 Special rules for computation of
homeowners association taxable income
and tax.

CORPORATIONS USED TO AVOID INCOME
TAX ON SHAREHOLDERS

CORPORATIONS IMPROPERLY ACCUMULATING
SURPLUS

1.531-1 Imposition of tax.

1.532-1 Corporations subject to accumulated
earnings tax.

1.533-1 Evidence of purpose to avoid income
tax.
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1.533-2 Statement required.

1.534-1 Burden of proof as to unreasonable
accumulations generally.

1.534-2 Burden of proof as to unreasonable
accumulations in cases before the Tax
Court.

1.534-3 Jeopardy assessments in Tax Court
cases.

1.535-1 Definition.

1.535-2 Adjustments to taxable income.

1.535-3 Accumulated earnings credit.

1.536-1 Short taxable years.

1.537-1 Reasonable needs of the business.

1.537-2 Grounds for accumulation of earn-
ings and profits.

1.537-3 Business of the corporation.

PERSONAL HOLDING COMPANIES

1.541-1 Imposition of tax.

1.542-1 General rule.

1.542-2 Gross income requirement.

1.542-3 Stock ownership requirement.

1.542-4 Corporations filing consolidated re-
turns.

1.543-1 Personal holding company income.

1.543-2 Limitation on gross income and per-
sonal holding company income in trans-
actions involving stocks, securities, and
commodities.

1.544-1 Constructive ownership.

1.544-2 Constructive ownership by reason of
indirect ownership.

1.544-3 Constructive ownership by reason of
family and partnership ownership.

1.544-4 Options.

1.544-5 Convertible securities.

1.544-6 Constructive ownership as actual
ownership.

1.544-7 Option rule in
partnership rule.

1.545-1 Definition.

1.545-2 Adjustments to taxable income.

1.545-3 Special adjustment to taxable in-
come.

1.547-1 General rule.

1.547-2 Requirements for deficiency divi-
dends.

1.547-3 Claim for credit or refund.

1.547-4 Effect on dividends paid deduction.

1.547-5 Deduction denied in case of fraud or
wilful failure to file timely return.

1.547-6 Suspension of statute of limitations
and stay of collection.

1.547-7 Effective date.

lieu of family and

FOREIGN PERSONAL HOLDING COMPANIES

1.551-1 General rule.

1.551-2 Amount included in gross income.

1.551-3 Deduction for obligations of the
United States and its instrumentalities.

1.551-4 Information in return.

1.551-5 Effect on capital account of foreign
personal holding company and basis of
stock in hands of shareholders.

1.552-1 Definition of foreign personal hold-
ing company.

1.552-2 Gross income requirement.

1.552-3 Stock ownership requirement.

1.552-4 Certain excluded banks.

1.552-5 United States shareholder of ex-
cluded bank.

1.553-1 Foreign personal
income.

1.554-1 Stock ownership.

1.555-1 General rule.

1.555-2 Additions to gross income.

1.556-1 Definition.

1.556-2 Adjustments to taxable income.

1.556-2T Adjustments to taxable income
(temporary).

1.556-3 Illustration of computation of undis-
tributed foreign personal holding com-
pany income.

holding company

DEDUCTION FOR DIVIDENDS PAID

1.561-1 Deduction for dividends paid.

1.561-2 When dividends are considered paid.

1.562-1 Dividends for which the dividends
paid deduction is allowable.

1.562-2 Preferential dividends.

1.562-3 Distributions by a member of an af-
filiated group.

1.563-1 Accumulated earnings tax.

1.563-2 Personal holding company tax.

1.563-3 Dividends considered as paid on last
day of taxable year.

1.564-1 Dividend carryover.

1.565-1 General rule.

1.565-1T General rule (temporary).

1.565-2 Limitations.

1.565-3 Effect of consent.

1.565-4 Consent dividends and other dis-
tributions.

1.565-5 Nonresident aliens and foreign cor-
porations.

1.565-6 Definitions.

BANKING INSTITUTIONS

RULES OF GENERAL APPLICATION TO BANKING
INSTITUTIONS

1.581-1 Banks.

1.581-2 Mutual savings banks, building and
loan associations, and cooperative banks.

1.581-3 Definition of bank prior to Sep-
tember 28, 1962.

1.582-1 Bad debts, losses, and gains with re-
spect to securities held by financial in-
stitutions.

1.584-1 Common trust funds.

1.584-2 Income of participants in common
trust fund.

1.584-3 Computation of common trust fund
income.

1.584-4 Admission and withdrawal of par-
ticipants in the common trust fund.

1.584-5 Returns of banks with respect to
common trust funds.

1.584-6 Net operating loss deduction.

1.585-1 Reserve for losses on loans of banks.

1.585-2 Addition to reserve.

1.585-3 Special rules.
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1.585-4 Reorganizations and asset acquisi-
tions.

1.585-5 Denial of bad debt reserves for large
banks.

1.585-6 Recapture method of changing from
the reserve method of section 585.

1.585-7 Elective cut-off method of changing
from the reserve method of section 585.
1.585-8 Rules for making and revoking elec-

tions under §§1.585-6 and 1.585-7.
1.586-1 Reserve for losses on loans of small
business investment companies, etc.
1.586-2 Addition to reserve.

MUTUAL SAVINGS BANKS, ETC.

1.591-1 Deduction for dividends paid on de-
posits.

1.592-1 Repayment of certain loans by mu-
tual savings banks, building and loan as-
sociations, and cooperative banks.

1.593-1 Additions to reserve for bad debts.

1.593-2 Additions to reserve for bad debts
where surplus, reserves, and undivided
profits equal or exceed 12 percent of de-
posits or withdrawable accounts.

1.593-3 Taxable years affected.

1.593-4 Organizations to which section 593
applies.

1.593-5 Addition to reserves for bad debts.

1.593-6 Pre-1970 addition to reserve for
losses on qualifying real property loans.

1.593-6A Post-1969 addition to reserve for
losses on qualifying real property loans.

1.593-7 Establishment and treatment of re-
serves for bad debts.

1.593-8 Allocation of pre-1952 surplus to
opening balance of reserve for losses on
qualifying real property loans.

1.593-10 Certain distributions to share-
holders by a domestic building and loan
association.

1.593-11 Qualifying real property loan and
nonqualifying loan defined.

1.594-1 Mutual savings banks conducting
life insurance business.

1.595-1 Treatment of foreclosed property by
certain creditors.

1.596-1 Limitation on dividends received de-
duction.

1.597-1 Definitions.

1.597-2 Taxation of Federal financial assist-
ance.

1.597-3 Other rules.

1.597-4 Bridge Banks and Agency Control.

1.597-5 Taxable Transfers.

1.597-6 Limitation on collection of income
tax.

1.597-7 Effective date.

1.597-8 Transitional rules for Federal finan-
cial assistance.

BANK AFFILIATES

1.601-1 Special deduction for bank affiliates.

26 CFR Ch. | (4-1-04 Edition)

NATURAL RESOURCES

DEDUCTIONS

1.611-0 Regulatory authority.

1.611-1 Allowance of deduction for deple-
tion.

1.611-2 Rules applicable to mines, oil and
gas wells, and other natural deposits.

1.611-3 Rules applicable to timber.

1.611-4 Depletion as a factor in computing
earnings and profits for dividend pur-
poses.

1.611-5 Depreciation of improvements.

1.612-1 Basis for allowance of cost depletion.

1.612-2 Allowable capital additions in case
of mines.

1.612-3 Depletion; treatment of bonus and
advanced royalty.

1.612-4 Charges to capital and to expense in
case of oil and gas wells.

1.612-5 Charges to capital and to expense in
case of geothermal wells.

1.613-1 Percentage depletion; general rule.

1.613-2 Percentage depletion rates.

1.613-3 Gross income from the property.

1.613-4 Gross income from the property in
the case of minerals other than oil and
gas.

1.613-5 Taxable income from the property.

1.613-6 Statement to be attached to return
when depletion is claimed on percentage
basis.

1.613-7 Application of percentage depletion
rates provided in section 613(b) to certain
taxable years ending in 1954.

1.613A-0 Limitations on percentage deple-
tion in the case of oil and gas wells; table
of contents.

1.613A-1 Post-1974 limitations on percentage
depletion in case of oil and gas wells;
general rule.

1.613A-2 Exemption for certain domestic
gas wells.

1.613A-3 Exemption for independent pro-
ducers and royalty owners.

1.613A-4 Limitations on application of
§1.613A-3 exemption.

1.613A-5 Election under section 613A(c)(4).

1.613A-6 Recordkeeping requirements.

1.613A-7 Definitions.

1.614-0 Introduction.

1.614-1 Definition of property.

1.614-2 Election to aggregate separate oper-
ating mineral interests under section
614(b) prior to its amendment by Revenue
Act of 1964.

1.614-3 Rules relating to separate operating
mineral interests in the case of mines.
1.614-4 Treatment under the Internal Rev-
enue Code of 1939 with respect to sepa-
rate operating mineral interests for tax-
able years beginning before January 1,

1964, in the case of oil and gas wells.

1.614-5 Special rules as to aggregating non-

operating mineral interests.
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1.614-6 Rules applicable to basis, holding pe-
riod, and abandonment losses where min-
eral interests have been aggregated or
combined.

1.614-7 Extension of time for performing
certain acts.

1.614-8 Elections with respect to separate
operating mineral interests for taxable
years beginning after December 31, 1963,
in the case of oil and gas wells.

1.615-1 Pre-1970 exploration expenditures.

1.615-2 Deduction of pre-1970 exploration ex-
penditures in the year paid or incurred.

1.615-3 Election to defer pre-1970 explo-
ration expenditures.

1.615-4 Limitation of amount deductible.

1.615-5 Time for making election with re-
spect to returns due on or before May 2,
1960.

1.615-6 Election to deduct under section 615.

1.615-7 Effect of transfer of mineral prop-
erty.

1.615-8 Termination of section 615.

1.615-9 Notification under Tax Reform Act
of 1969.

1.616-1 Development expenditures.

1.616-2 Election to defer.

1.616-3 Time for making election with re-
spect to returns due on or before May 2,
1960.

1.617-1 Exploration expenditures.

1.617-2 Limitation on amount deductible.

1.617-3 Recapture of exploration expendi-
tures.

1.617-4 Treatment of gain from disposition
of certain mining property.

EXCLUSIONS FROM GROSS INCOME

1.621-1 Payments to encourage exploration,
development, and mining for defense pur-
poses.

SALES AND EXCHANGES

1.631-1 Election to consider cutting as sale
or exchange.

1.631-2 Gain or loss upon the disposal of
timber under cutting contract.

1.631-3 Gain or loss upon the disposal of coal
or domestic iron ore with a retained eco-
nomic interest.

1.632-1 Tax on sale of oil or gas properties.

MINERAL PRODUCTION PAYMENTS

1.636-1 Treatment of production payments
as loans.

1.636-2 Production payments
leasing transactions.

1.636-3 Definitions.

1.636-4 Effective dates of section 636.

retained in

CONTINENTAL SHELF AREAS

1.638-1 Continental Shelf areas.
1.638-2 Effective date.

AUTHORITY: 26 U.S.C. 7805, unless otherwise
noted.

§1.501(a)-1

Sections 1.504-1 and 1.504-2 also
under 26 U.S.C. 504(b).

Sec. 1.514(c)-2 also issued under 26 U.S.C.
514(c)(9)(E)(iii).

issued

Sec. 1.527-9 also issued under 26 U.S.C.
527(h)(2)(B)(i).

Sec. 1.585-5 through 1.585-8 also issued
under 26 U.S.C. 585(b)(3).

Sec. 1.597-1 through 1.597-7 also issued

under 26 U.S.C. 597 and 1502.
Sec. 1.597-8 also issued under 26 U.S.C. 597.

SOURCE: T.D. 6500, 25 FR 11737, Nov. 26, 1960;
25 FR 14021, Dec. 31, 1960, unless otherwise
noted.

EXEMPT ORGANIZATIONS
GENERAL RULE

§1.501(a)-1 Exemption from taxation.

(@) In general; proof of exemption. (1)
Section 501(a) provides an exemption
from income taxes for organizations
which are described in section 501 (c) or
(d) and section 401(a), unless such orga-
nization is a feeder organization (see
section 502), or unless it engages in a
transaction described in section 503.
However, the exemption does not ex-
tend to unrelated business taxable income
of such an organization (see part IllI
(Section 511 and following), subchapter
F, chapter 1 of the Code).

(2) An organization, other than an
employees’ trust described in section
401(a), is not exempt from tax merely
because it is not organized and oper-
ated for profit. In order to establish its
exemption, it is necessary that every
such organization claiming exemption
file an application form as set forth
below with the district director for the
internal revenue district in which is lo-
cated the principal place of business or
principal office of the organization.
Subject only to the Commissioner’s in-
herent power to revoke rulings because
of a change in the law or regulations or
for other good cause, an organization
that has been determined by the Com-
missioner or the district director to be
exempt under section 501(a) or the cor-
responding provision of prior law may
rely upon such determination so long
as there are no substantial changes in
the organization’s character, purposes,
or methods of operation. An organiza-
tion which has been determined to be
exempt under the provisions of the In-
ternal Revenue Code of 1939 or prior
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law is not required to secure a new de-
termination of exemption merely be-
cause of the enactment of the Internal
Revenue Code of 1954 unless affected by
substantive changes in law made by
such Code.

(3) An organization claiming exemp-
tion under section 501(a) and described
in any paragraph of section 501(c)
(other than section 501(c)(1) shall file
the form of application prescribed by
the Commissioner and shall include
thereon such information as required
by such form and the instructions
issued with respect thereto. For rules
relating to the obtaining of a deter-
mination of exempt status by an em-
ployees’ trust described in section
401(a), see the regulations under sec-
tion 401.

(b) Additional proof by particular class-
es of organizations. (1) Organizations
mentioned below shall submit with and
as a part of their applications the fol-
lowing information:

(i) Mutual insurance companies shall
submit copies of the policies or certifi-
cates of membership issued by them.

(i) In the case of title holding com-
panies described in section 501(c)(2), if
the organization for which title is held
has not been specifically notified in
writing by the Internal Revenue Serv-
ice that it is held to be exempt under
section 501(a), the title holding com-
pany shall submit the information in-
dicated herein as necessary for a deter-
mination of the status of the organiza-
tion for which title is held.

(iii) An organization described in sec-
tion 501(c)(3) shall submit with, and as
a part of, an application filed after
July 26, 1959, a detailed statement of
its proposed activities.

(2) In addition to the information
specifically called for by this section,
the Commissioner may require any ad-
ditional information deemed necessary
for a proper determination of whether
a particular organization is exempt
under section 501(a), and when deemed
advisable in the interest of an efficient
administration of the internal revenue
laws, he may in the cases of particular
types of organizations prescribe the
form in which the proof of exemption
shall be furnished.

(3) An organization claiming to be
specifically exempted by section 6033(a)
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from filing annual returns shall submit
with and as a part of its application a
statement of all the facts on which it
bases its claim.

(c) Private shareholder or individual de-
fined. The words private shareholder or
individual in section 501 refer to per-
sons having a personal and private in-
terest in the activities of the organiza-
tion.

(d) Requirement of annual returns. For
the annual return requirements of or-
ganizations exempt under section
501(a), see section 6033 and §1.6033-1.

(e) Certain Puerto Rican pension, etc.,
trusts. Effective for taxable years be-
ginning after December 31, 1973, section
1022(i)(1) of the Employee Retirement
Income Security Act of 1974 (ERISA)
(88 Stat. 942) provides that trusts under
certain Puerto Rican pension, etc.,
plans (as defined under P.R. Laws Ann.
tit. 13, section 3165, and the articles
thereunder), all of the participants of
which are residents of the Common-
wealth of Puerto Rico, are to be treat-
ed only for purposes of section 501(a) as
trusts described in section 401(a). The
practical effect of section 1022(i)(1) is
to exempt these trusts from U.S. in-
come tax on income from their U.S. in-
vestments. For purposes of section
1022(i)(1), the term residents of the Com-
monwealth of Puerto Rico means bona
fide residents of Puerto Rico, and per-
sons who perform labor or services pri-
marily within the Commonwealth of
Puerto Rico, regardless of residence for
other purposes, and the term partici-
pants is restricted to current employ-
ees who are not excluded under the eli-
gibility provisions of the plan.

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as
amended by T.D. 7428, 41 FR 34619, Aug. 16,
1976; T.D. 7859, 47 FR 54298, Dec. 2, 1982]

§1.501(c)(2)-1 Corporations organized
to hold title to property for exempt
organizations.

(a) A corporation described in section
501(c)(2) and otherwise exempt from tax
under section 501(a) is taxable upon its
unrelated business taxable income. For
taxable years beginning before January
1, 1970, see §1.511-2(c)(4). Since a cor-
poration described in section 501(c)(2)
cannot be exempt under section 501(a)
if it engages in any business other than
that of holding title to property and
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collecting income therefrom, it cannot
have unrelated business taxable in-
come as defined in section 512 other
than income which is treated as unre-
lated business taxable income solely
because of the applicability of section
512(a)(3)(C); or debt financed income
which is treated as unrelated business
taxable income solely because of sec-
tion 514; or certain interest, annuities,
royalties, or rents which are treated as
unrelated business taxable income
solely because of section 512(b)
(3)(B)(ii) or (13). Similarly, exempt sta-
tus under section 501(c)(2) shall not be
affected where certain rents from per-
sonal property leased with real prop-
erty are treated as unrelated business
taxable income under section
512(b)(3)(A)(ii) solely because such
rents attributable to such personal
property are more than incidental
when compared to the total rents re-
ceived or accrued under the lease, or
under section 512(b)(3)(B)(i) solely be-
cause such rents attributable to such
personal property exceed 50 percent of
the total rents received or accrued
under the lease.

(b) A corporation described in section
501(c)(2) cannot accumulate income and
retain its exemption, but it must turn
over the entire amount of such income,
less expenses, to an organization which
is itself exempt from tax under section
501(a).

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as
amended by T.D. 7658, 45 FR 33972, May 21,
1980]

§1.501(c)(3)-1 Organizations organized
and operated for religious, chari-
table, scientific, testing for public
safety, literary, or educational pur-
poses, or for the prevention of cru-
elty to children or animals.

(a) Organizational and operational
tests. (1) In order to be exempt as an or-
ganization described in section
501(c)(3), an organization must be both
organized and operated exclusively for
one or more of the purposes specified in
such section. If an organization fails to
meet either the organizational test or
the operational test, it is not exempt.

(2) The term exempt purpose or pur-
poses, as used in this section, means
any purpose or purposes specified in
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section 501(c)(3), as defined and elabo-
rated in paragraph (d) of this section.

(b) Organizational test—(1) In general.
(i) An organization is organized exclu-
sively for one or more exempt purposes
only if its articles of organization (re-
ferred to in this section as its articles)
as defined in subparagraph (2) of this
paragraph:

(A) Limit the purposes of such orga-
nization to one or more exempt pur-
poses; and

(B) Do not expressly empower the or-
ganization to engage, otherwise than
as an insubstantial part of its activi-
ties, in activities which in themselves
are not in furtherance of one or more
exempt purposes.

(i) In meeting the organizational
test, the organization’s purposes, as
stated in its articles, may be as broad
as, or more specific than, the purposes
stated in section 501(c)(3). Therefore,
an organization which, by the terms of
its articles, is formed for literary and
scientific purposes within the meaning of
section 501(c)(3) of the Code shall, if it
otherwise meets the requirements in
this paragraph, be considered to have
met the organizational test. Similarly,
articles stating that the organization
is created solely to receive contributions
and pay them over to organizations which
are described in section 501(c)(3) and ex-
empt from taxation under section 501(a))
are sufficient for purposes of the orga-
nizational test. Moreover, it is suffi-
cient if the articles set for the purpose
of the organization to be the operation
of a school for adult education and de-
scribe in detail the manner of the oper-
ation of such school. In addition, if the
articles state that the organization is
formed for charitable purposes, such ar-
ticles ordinarily shall be sufficient for
purposes of the organizational test (see
subparagraph (5) of this paragraph for
rules relating to construction of
terms).

(iii) An organization is not organized
exclusively for one or more exempt
purposes if its articles expressly em-
power it to carry on, otherwise than as
an insubstantial part of its activities,
activities which are not in furtherance
of one or more exempt purposes, even
though such organization is, by the
terms of such articles, created for a
purpose that is no broader than the
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purposes specified in section 501(c)(3).
Thus, an organization that is empow-
ered by its articles to engage in a manu-
facturing business, or to engage in the op-
eration of a social club does not meet
the organizational test regardless of
the fact that its articles may state
that such organization is created for
charitable purposes within the meaning of
section 501(c)(3) of the Code.

(iv) In no case shall an organization
be considered to be organized exclu-
sively for one or more exempt pur-
poses, if, by the terms of its articles,
the purposes for which such organiza-
tion is created are broader than the
purposes specified in section 501(c)(3).
The fact that the actual operations of
such an organization have been exclu-
sively in furtherance of one or more ex-
empt purposes shall not be sufficient to
permit the organization to meet the or-
ganizational test. Similarly, such an
organization will not meet the organi-
zational test as a result of statements
or other evidence that the members
thereof intend to operate only in fur-
therance of one or more exempt pur-
poses.

(v) An organization must, in order to
establish its exemption, submit a de-
tailed statement of its proposed activi-
ties with and as a part of its applica-
tion for exemption (see paragraph (b) of
§1.501(a)-1).

(2) Articles of organization. For pur-
poses of this section, the term articles
of organization or articles includes the
trust instrument, the corporate char-
ter, the articles of association, or any
other written instrument by which an
organization is created.

(3) Authorization of legislative or polit-
ical activities. An organization is not or-
ganized exclusively for one or more ex-
empt purposes if its articles expressly
empower it:

(i) To devote more than an insubstan-
tial part of its activities to attempting
to influence legislation by propaganda
or otherwise; or

(ii) Directly or indirectly to partici-
pate in, or intervene in (including the
publishing or distributing of state-
ments), any political campaign on be-
half of or in opposition to any can-
didate for public office; or

(iii) To have objectives and to engage
in activities which characterize it as
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an action organization as defined in
paragraph (c)(3) of this section.
The terms used in subdivisions (i), (ii),
and (iii) of this subparagraph shall
have the meanings provided in para-
graph (c)(3) of this section. An organi-
zation’s articles will not violate the
provisions of paragraph (b)(3)(i) of this
section even though the organization’s
articles expressly empower it to make
the election provided for in section
501(h) with respect to influencing legis-
lation and, only if it so elects, to make
lobbying or grass roots expenditures
that do not normally exceed the ceiling
amounts prescribed by section 501(h)(2)
(B) and (D).

(4) Distribution of assets on dissolution.
An organization is not organized exclu-
sively for one or more exempt purposes
unless its assets are dedicated to an ex-
empt purpose. An organization’s assets
will be considered dedicated to an ex-
empt purpose, for example, if, upon dis-
solution, such assets would, by reason
of a provision in the organization’s ar-
ticles or by operation of law, be distrib-
uted for one or more exempt purposes,
or to the Federal Government, or to a
State or local government, for a public
purpose, or would be distributed by a
court to another organization to be
used in such manner as in the judg-
ment of the court will best accomplish
the general purposes for which the dis-
solved organization was organized.
However, an organization does not
meet the organizational test if its arti-
cles or the law of the State in which it
was created provide that its assets
would, upon dissolution, be distributed
to its members or shareholders.

(5) Construction of terms. The law of
the State in which an organization is
created shall be controlling in con-
struing the terms of its articles. How-
ever, any organization which contends
that such terms have under State law a
different meaning from their generally
accepted meaning must establish such
special meaning by clear and con-
vincing reference to relevant court de-
cisions, opinions of the State attorney-
general, or other evidence of applicable
State law.

(6) Applicability of the organizational
test. A determination by the Commis-
sioner or a district director that an or-
ganization is described in section
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501(c)(3) and exempt under section
501(a) will not be granted after July 26,
1959 (regardless of when the application

is filed), unless such organization
meets the organizational test pre-
scribed by this paragraph. If, before

July 27, 1959, an organization has been
determined by the Commissioner or
district director to be exempt as an or-
ganization described in section 501(c)(3)
or in a corresponding provision of prior
law and such determination has not
been revoked before such date, the fact
that such organization does not meet
the organizational test prescribed by
this paragraph shall not be a basis for
revoking such determination. Accord-
ingly, an organization which has been
determined to be exempt before July
27, 1959, and which does not seek a new
determination of exemption is not re-
quired to amend its articles of organi-
zation to conform to the rules of this
paragraph, but any organization which
seeks a determination of exemption
after July 26, 1959, must have articles
of organization which meet the rules of
this paragraph. For the rules relating
to whether an organization determined
to be exempt before July 27, 1959, is or-
ganized exclusively for one or more ex-
empt purposes, see 26 CFR (1939)
39.101(6)-1 (Regulations 118) as made ap-
plicable to the Code by Treasury Deci-
sion 6091, approved August 16, 1954 (19
FR 5167; C.B. 1954-2, 47).

(c) Operational test—(1) Primary activi-
ties. An organization will be regarded
as operated exclusively for one or more
exempt purposes only if it engages pri-
marily in activities which accomplish
one or more of such exempt purposes
specified in section 501(c)(3). An organi-
zation will not be so regarded if more
than an insubstantial part of its activi-
ties is not in furtherance of an exempt
purpose.

(2) Distribution of earnings. An organi-
zation is not operated exclusively for
one or more exempt purposes if its net
earnings inure in whole or in part to
the benefit of private shareholders or
individuals. For the definition of the
words private shareholder or individual,
see paragraph (c) of §1.501(a)-1.

(3) Action organizations. (i) An organi-
zation is not operated exclusively for
one or more exempt purposes if it is an
action organization as defined in sub-
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divisions (ii), (iii), or (iv) of this sub-
paragraph.

(if) An organization is an action orga-
nization if a substantial part of its ac-
tivities is attempting to influence leg-
islation by propaganda or otherwise.
For this purpose, an organization will
be regarded as attempting to influence
legislation if the organization:

(a) Contacts, or urges the public to
contact, members of a legislative body
for the purpose of proposing, sup-
porting, or opposing legislation; or

(b) Advocates the adoption or rejec-
tion of legislation.

The term legislation, as used in this
subdivision, includes action by the
Congress, by any State legislature, by
any local council or similar governing
body, or by the public in a referendum,
initiative, constitutional amendment,
or similar procedure. An organization
will not fail to meet the operational
test merely because it advocates, as an
insubstantial part of its activities, the
adoption or rejection of legislation. An
organization for which the expenditure
test election of section 501(h) is in ef-
fect for a taxable year will not be con-
sidered an action organization by rea-
son of this paragraph (c)(3)(ii) for that
year if it is not denied exemption from
taxation under section 501(a) by reason
of section 501(h).

(iii) An organization is an action or-
ganization if it participates or inter-
venes, directly or indirectly, in any po-
litical campaign on behalf of or in op-
position to any candidate for public of-
fice.

The term candidate for public office
means an individual who offers him-
self, or is proposed by others, as a con-
testant for an elective public office,
whether such office be national, State,
or local. Activities which constitute
participation or intervention in a polit-
ical campaign on behalf of or in opposi-
tion to a candidate include, but are not
limited to, the publication or distribu-
tion of written or printed statements
or the making of oral statements on
behalf of or in opposition to such a can-
didate.

(iv) An organization is an action orga-
nization if it has the following two
characteristics: (a) Its main or primary
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objective or objectives (as distin-
guished from its incidental or sec-
ondary objectives) may be attained
only by legislation or a defeat of pro-
posed legislation; and (b) it advocates,
or campaigns for, the attainment of
such main or primary objective or ob-
jectives as distinguished from engaging
in nonpartisan analysis, study, or re-
search and making the results thereof
available to the public. In determining
whether an organization has such char-
acteristics, all the surrounding facts
and circumstances, including the arti-
cles and all activities of the organiza-
tion, are to be considered.

(v) An action organization, described
in subdivisions (ii) or (iv) of this sub-
paragraph, though it cannot qualify
under section 501(c)(3), may neverthe-
less qualify as a social welfare organi-
zation under section 501(c)(4) if it
meets the requirements set out in
paragraph (a) of §1.501(c)(4)-1.

(d) Exempt purposes—(1) In general. (i)
An organization may be exempt as an
organization described in section
501(c)(3) if it is organized and operated
exclusively for one or more of the fol-
lowing purposes:

(a) Religious,

(b) Charitable,

(c) Scientific,

(d) Testing for public safety,

(e) Literary,

(f) Educational, or

(g) Prevention of cruelty to children
or animals.

(ii) An organization is not organized
or operated exclusively for one or more
of the purposes specified in subdivision
(i) of this subparagraph unless it serves
a public rather than a private interest.
Thus, to meet the requirement of this
subdivision, it is necessary for an orga-
nization to establish that it is not or-
ganized or operated for the benefit of
private interests such as designated in-
dividuals, the creator or his family,
shareholders of the organization, or
persons controlled, directly or indi-
rectly, by such private interests.

(iii) Since each of the purposes speci-
fied in subdivision (i) of this subpara-
graph is an exempt purpose in itself, an
organization may be exempt if it is or-
ganized and operated exclusively for
any one or more of such purposes. If, in
fact, an organization is organized and
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operated exclusively for an exempt
purpose or purposes, exemption will be
granted to such an organization re-
gardless of the purpose or purposes
specified in its application for exemp-
tion. For example, if an organization
claims exemption on the ground that it
is educational, exemption will not be
denied if, in fact, it is charitable.

(2) Charitable defined. The term chari-
table is used in section 501(c)(3) in its
generally accepted legal sense and is,
therefore, not to be construed as lim-
ited by the separate enumeration in
section 501(c)(3) of other tax-exempt
purposes which may fall within the
broad outlines of charity as developed
by judicial decisions. Such term in-
cludes: Relief of the poor and distressed
or of the underprivileged; advancement
of religion; advancement of education
or science; erection or maintenance of
public buildings, monuments, or works;
lessening of the burdens of Govern-
ment; and promotion of social welfare
by organizations designed to accom-
plish any of the above purposes, or (i)
to lessen neighborhood tensions; (ii) to
eliminate prejudice and discrimina-
tion; (iii) to defend human and civil
rights secured by law; or (iv) to combat
community deterioration and juvenile
delinquency. The fact that an organiza-
tion which is organized and operated
for the relief of indigent persons may
receive voluntary contributions from
the persons intended to be relieved will
not necessarily prevent such organiza-
tion from being exempt as an organiza-
tion organized and operated exclu-
sively for charitable purposes. The fact
that an organization, in carrying out
its primary purpose, advocates social
or civic changes or presents opinion on
controversial issues with the intention
of molding public opinion or creating
public sentiment to an acceptance of
its views does not preclude such orga-
nization from qualifying under section
501(c)(3) so long as it is not an action
organization of any one of the types de-
scribed in paragraph (c)(3) of this sec-
tion.

(3) Educational defined—(i) In general.
The term educational, as used in sec-
tion 501(c)(3), relates to:

(a) The instruction or training of the
individual for the purpose of improving
or developing his capabilities; or
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(b) The instruction of the public on
subjects useful to the individual and
beneficial to the community.

An organization may be educational
even though it advocates a particular
position or viewpoint so long as it pre-
sents a sufficiently full and fair expo-
sition of the pertinent facts as to per-
mit an individual or the public to form
an independent opinion or conclusion.
On the other hand, an organization is
not educational if its principal func-
tion is the mere presentation of unsup-
ported opinion.

(ii) Examples of educational organiza-
tions. The following are examples of or-
ganizations which, if they otherwise
meet the requirements of this section,
are educational:

Example 1. An organization, such as a pri-
mary or secondary school, a college, or a
professional or trade school, which has a reg-
ularly scheduled curriculum, a regular fac-
ulty, and a regularly enrolled body of stu-
dents in attendance at a place where the edu-
cational activities are regularly carried on.

Example 2. An organization whose activi-
ties consist of presenting public discussion
groups, forums, panels, lectures, or other
similar programs. Such programs may be on
radio or television.

Example 3. An organization which presents
a course of instruction by means of cor-
respondence or through the utilization of tel-
evision or radio.

Example 4. useums, zoos, planetariums,
symphony orchestras, and other similar or-
ganizations.

(4) Testing for public safety defined.
The term testing for public safety, as
used in section 501(c)(3), includes the
testing of consumer products, such as
electrical products, to determine
whether they are safe for use by the
general public.

(5) Scientific defined. (i) Since an orga-
nization may meet the requirements of
section 501(c)(3) only if it serves a pub-
lic rather than a private interest, a sci-
entific organization must be organized
and operated in the public interest (see
subparagraph (1)(ii) of this paragraph).
Therefore, the term scientific, as used
in section 501(c)(3), includes the car-
rying on of scientific research in the
public interest. Research when taken
alone is a word with various meanings;
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it is not synonymous with scientific;
and the nature of particular research
depends upon the purpose which it
serves. For research to be scientific,
within the meaning of section 501(c)(3),
it must be carried on in furtherance of
a scientific purpose. The determination
as to whether research is scientific does
not depend on whether such research is
classified as fundamental or basic as
contrasted with applied or practical. On
the other hand, for purposes of the ex-
clusion from unrelated business tax-
able income provided by section
512(b)(9), it is necessary to determine
whether the organization is operated
primarily for purposes of carrying on
fundamental, as contrasted with ap-
plied, research.

(if) Scientific research does not in-
clude activities of a type ordinarily
carried on as an incident to commer-
cial or industrial operations, as, for ex-
ample, the ordinary testing or inspec-
tion of materials or products or the de-
signing or construction of equipment,
buildings, etc.

(iii) Scientific research will be re-
garded as carried on in the public in-
terest:

(a) If the results of such research (in-
cluding any patents, copyrights, proc-
esses, or formulae resulting from such
research) are made available to the
public on a nondiscriminatory basis;

(b) If such research is performed for
the United States, or any of its agen-
cies or instrumentalities, or for a State
or political subdivision thereof; or

(c) If such research is directed toward
benefiting the public. The following are
examples of scientific research which
will be considered as directed toward
benefiting the public, and, therefore,
which will be regarded as carried on in
the public interest: (1) Scientific re-
search carried on for the purpose of
aiding in the scientific education of
college or university students; (2) sci-
entific research carried on for the pur-
pose of obtaining scientific informa-
tion, which is published in a treatise,
thesis, trade publication, or in any
other form that is available to the in-
terested public; (3) scientific research
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carried on for the purpose of discov-
ering a cure for a disease; or (4) sci-
entific research carried on for the pur-
pose of aiding a community or geo-
graphical area by attracting new indus-
try to the community or area or by en-
couraging the development of, or reten-
tion of, an industry in the community
or area. Scientific research described
in this subdivision will be regarded as
carried on in the public interest even
though such research is performed pur-
suant to a contract or agreement under
which the sponsor or sponsors of the re-
search have the right to obtain owner-
ship or control of any patents, copy-
rights, processes, or formulae resulting
from such research.

(iv) An organization will not be re-
garded as organized and operated for
the purpose of carrying on scientific re-
search in the public interest and, con-
sequently, will not qualify under sec-
tion 501(c)(3) as a scientific organiza-
tion, if:

(a) Such organization will perform
research only for persons which are (di-
rectly or indirectly) its creators and
which are not described in section
501(c)(3), or

(b) Such organization retains (di-
rectly or indirectly) the ownership or
control of more than an insubstantial
portion of the patents, copyrights,
processes, or formulae resulting from
its research and does not make such
patents, copyrights, processes, or for-
mulae available to the public. For pur-
poses of this subdivision, a patent,
copyright, process, or formula shall be
considered as made available to the
public if such patent, copyright, proc-
ess, or formula is made available to the
public on a nondiscriminatory basis. In
addition, although one person is grant-
ed the exclusive right to the use of a
patent, copyright, process, or formula,
such patent, copyright, process, or for-
mula shall be considered as made avail-
able to the public if the granting of
such exclusive right is the only prac-
ticable manner in which the patent,
copyright, process, or formula can be
utilized to benefit the public. In such a
case, however, the research from which
the patent, copyright, process, or for-
mula resulted will be regarded as car-
ried on in the public interest (within
the meaning of subdivision (iii) of this
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subparagraph) only if it is carried on
for a person described in subdivision
(iif)(b) of this subparagraph or if it is
scientific research described in subdivi-
sion (iii)(c) of this subparagraph.

(v) The fact that any organization
(including a college, university, or hos-
pital) carries on research which is not
in furtherance of an exempt purpose
described in section 501(c)(3) will not
preclude such organization from meet-
ing the requirements of section
501(c)(3) so long as the organization
meets the organizational test and is
not operated for the primary purpose of
carrying on such research (see para-
graph (e) of this section, relating to or-
ganizations carrying on a trade or busi-
ness). See paragraph (a)(5) of §1.513-2,
with respect to research which con-
stitutes an unrelated trade or business,
and section 512(b) (7), (8), and (9), with
respect to income derived from re-
search which is excludable from the tax
on unrelated business income.

(vi) The regulations in this subpara-
graph are applicable with respect to
taxable years beginning after Decem-
ber 31, 1960.

(e) Organizations carrying on trade or
business—(1) In general. An organization
may meet the requirements of section
501(c)(3) although it operates a trade or
business as a substantial part of its ac-
tivities, if the operation of such trade
or business is in furtherance of the or-
ganization’s exempt purpose or pur-
poses and if the organization is not or-
ganized or operated for the primary
purpose of carrying on an unrelated
trade or business, as defined in section
513. In determining the existence or
nonexistence of such primary purpose,
all the circumstances must be consid-
ered, including the size and extent of
the trade or business and the size and
extent of the activities which are in
furtherance of one or more exempt pur-
poses. An organization which is orga-
nized and operated for the primary pur-
pose of carrying on an unrelated trade
or business is not exempt under section
501(c)(3) even though it has certain reli-
gious purposes, its property is held in
common, and its profits do not inure to
the benefit of individual members of
the organization. See, however, section
501(d) and §1.501(d)-1, relating to reli-
gious and apostolic organizations.
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(2) Taxation of unrelated business in-
come. For provisions relating to the
taxation of unrelated business income
of certain organizations described in
section 501(c)(3), see sections 511 to 515,
inclusive, and the regulations there-
under.

() Applicability of regulations in this
section. The regulations in this section
are, except as otherwise expressly pro-
vided, applicable with respect to tax-
able years beginning after July 26, 1959.
For the rules applicable with respect to
taxable years beginning before July 27,
1959, see 26 CFR (1939) 39.101(6)-1 (Regu-
lations 118) as made applicable to the
Code by Treasury Decision 6091, ap-
proved August 16, 1954 (19 FR 5167; C.B.
1954-2, 47).

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as
amended by T.D. 6525, 26 FR 189, Jan. 11, 1961;
T.D. 6939, 32 FR 17661, Dec. 12, 1967; T.D. 7428,
41 FR 34620, Aug. 16, 1976; T.D. 8308, 55 FR
35587, Aug. 31, 1990]

§1.501(c)(4)-1 Civic organizations and
local associations of employees.

(a) Civic organizations—(1) In general.
A civic league or organization may be
exempt as an organization described in
section 501(c)(4) if—

(i) It is not organized or operated for
profit; and

(ii) It is operated exclusively for the
promotion of social welfare.

(2) Promotion of social welfare—(i) In
general. An organization is operated ex-
clusively for the promotion of social
welfare if it is primarily engaged in
promoting in some way the common
good and general welfare of the people
of the community. An organization em-
braced within this section is one which
is operated primarily for the purpose of
bringing about civic betterments and
social improvements. A social welfare
organization will qualify for exemption
as a charitable organization if it falls
within the definition of charitable set
forth in paragraph (d)(2) of §1.501(c)(3)-
1 and is not an action organization as
set forth in paragraph (c)(3) of
§1.501(c)(3)-1.

(ii) Political or social activities. The
promotion of social welfare does not
include direct or indirect participation
or intervention in political campaigns
on behalf of or in opposition to any
candidate for public office. Nor is an
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organization operated primarily for the
promotion of social welfare if its pri-
mary activity is operating a social club
for the benefit, pleasure, or recreation
of its members, or is carrying on a
business with the general public in a
manner similar to organizations which
are operated for profit. See, however,
section 501(c)(6) and §1.501(c)(6)-1, re-
lating to business leagues and similar
organizations. A social welfare organi-
zation that is not, at any time after
October 4, 1976, exempt from taxation
as an organization described in section
501(c)(3) may qualify under section
501(c)(4) even though it is an action or-
ganization described in §1.501(c)(3)-
1(c)(3)(ii) or (iv), if it otherwise quali-
fies under this section. For rules relat-
ing to an organization that is, after Oc-
tober 4, 1976, exempt from taxation as
an organization described in section
501(c)(3), see section 504 and §1.504-1.

(b) Local associations of employees.
Local associations of employees de-
scribed in section 501(c)(4) are ex-
pressly entitled to exemption under
section 501(a). As conditions to exemp-
tion, it is required (1) that the member-
ship of such an association be limited
to the employees of a designated per-
son or persons in a particular munici-
pality, and (2) that the net earnings of
the association be devoted exclusively
to charitable, educational, or rec-
reational purposes. The word local is
defined in paragraph (b) of §1.501(c)(12)-
1. See paragraph (d) (2) and (3) of
§1.501(c)(3)-1 with reference to the
meaning of charitable and educational as
used in this section.

[T.D. 6500, 25 FR 11737, Nov. 26, 1960; 25 FR
14021, Dec. 31, 1960, as amended by T.D. 8308,
55 FR 35588, Aug. 31, 1990]

§1.501(c)(5)-1 Labor, agricultural, and
horticultural organizations.

(a) The organizations contemplated
by section 501(c)(5) as entitled to ex-
emption from income taxation are
those which:

(1) Have no net earnings inuring to
the benefit of any member, and

(2) Have as their objects the better-
ment of the conditions of those en-
gaged in such pursuits, the improve-
ment of the grade of their products,
and the development of a higher degree
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of efficiency in their respective occupa-
tions.

(b)(1) General rule. An organization is
not an organization described in sec-
tion 501(c)(5) if the principal activity of
the organization is to receive, hold, in-
vest, disburse or otherwise manage
funds associated with savings or in-
vestment plans or programs, including
pension or other retirement savings
plans or programs.

(2) Exception. Paragraph (b)(1) of this
section shall not apply to an organiza-
tion which—

(i) Is established and maintained by
another labor organization described in
section 501(c)(5) (determined without
regard to this paragraph (b)(2));

(ii) Is not directly or indirectly es-
tablished or maintained in whole or in
part by one or more—

(A) Employers;

(B) Governments or agencies or in-
strumentalities thereof; or

(C) Government controlled entities;

(iii) Is funded by membership dues
from members of the labor organiza-
tion described in this paragraph (b)(2)
and earnings thereon; and

(iv) Has not at any time after Sep-
tember 2, 1974 (the date of enactment of
the Employee Retirement Income Se-
curity Act of 1974, Pub. L. 93-406, 88
Stat. 829) provided for, permitted or ac-
cepted employer contributions.

(3) Example. The principles of this
paragraph (b) are illustrated by the fol-
lowing example:

Example. Trust A is organized in accord-
ance with a collective bargaining agreement
between labor union K and multiple employ-
ers. Trust A forms part of a plan that is es-
tablished and maintained pursuant to the
agreement and which covers employees of
the signatory employers who are members of
K. Representatives of both the employers
and K serve as trustees. A receives contribu-
tions from the employers who are subject to
the agreement. Retirement benefits paid to
K’s members as specified in the agreement
are funded exclusively by the employers’
contributions and accumulated earnings. A
also provides information to union members
about their retirement benefits and assists
them with administrative tasks associated
with the benefits. Most of A’s activities are
devoted to these functions. From time to
time, A also participates in the renegoti-
ation of the collective bargaining agreement.
A’s principal activity is to receive, hold, in-
vest, disburse, or otherwise manage funds as-
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sociated with a retirement savings plan. In
addition, A does not satisfy all the require-
ments of the exception described in para-
graph (b)(2) of this section. (For example, A
accepts contributions from employers.)
Therefore, A is not a labor organization de-
scribed in section 501(c)(5).

(c) Organizations described in section
501(c)(5) and otherwise exempt from tax
under section 501(a) are taxable upon
their unrelated business taxable in-
come. See part Il (section 511 and fol-
lowing), subchapter F, chapter 1 of the
Code, and the regulations thereunder.

[T.D. 6500, 25 FR 11737, Nov. 26, 1960; 25 FR
14021, Dec. 31, 1960, as amended by T.D. 8726,
62 FR 40449, July 29, 1997]

§1.501(c)(6)-1 Business leagues, cham-
bers of commerce, real estate
boards, and boards of trade.

A business league is an association of
persons having some common business
interest, the purpose of which is to pro-
mote such common interest and not to
engage in a regular business of a kind
ordinarily carried on for profit. It is an
organization of the same general class
as a chamber of commerce or board of
trade. Thus, its activities should be di-
rected to the improvement of business
conditions of one or more lines of busi-
ness as distinguished from the perform-
ance of particular services for indi-
vidual persons. An organization whose
purpose is to engage in a regular busi-
ness of a kind ordinarily carried on for
profit, even though the business is con-
ducted on a cooperative basis or pro-
duces only sufficient income to be self-
sustaining, is not a business league. An
association engaged in furnishing in-
formation to prospective investors, to
enable them to make sound invest-
ments, is not a business league, since
its activities do not further any com-
mon business interest, even though all
of its income is devoted to the purpose
stated. A stock or commodity exchange
is not a business league, a chamber of
commerce, or a board of trade within
the meaning of section 501(c)(6) and is
not exempt from tax. Organizations
otherwise exempt from tax under this
section are taxable upon their unre-
lated business taxable income. See part
Il (section 511 and following), sub-
chapter F, chapter 1 of the Code, and
the regulations thereunder.
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§1.501(c)(7)-1 Social clubs.

(a) The exemption provided by sec-
tion 501(a) for organizations described
in section 501(c)(7) applies only to clubs
which are organized and operated ex-
clusively for pleasure, recreation, and
other nonprofitable purposes, but does
not apply to any club if any part of its
net earnings inures to the benefit of
any private shareholder. In general,
this exemption extends to social and
recreation clubs which are supported
solely by membership fees, dues, and
assessments. However, a club otherwise
entitled to exemption will not be dis-
qualified because it raises revenue
from members through the use of club
facilities or in connection with club ac-
tivities.

(b) A club which engages in business,
such as making its social and rec-
reational facilities available to the
general public or by selling real estate,
timber, or other products, is not orga-
nized and operated exclusively for
pleasure, recreation, and other non-
profitable purposes, and is not exempt
under section 501(a). Solicitation by ad-
vertisement or otherwise for public pa-
tronage of its facilities is prima facie
evidence that the club is engaging in
business and is not being operated ex-
clusively for pleasure, recreation, or
social purposes. However, an incidental
sale of property will not deprive a club
of its exemption.

§1.501(c)(8)-1 Fraternal
societies.

beneficiary

(a) A fraternal beneficiary society is
exempt from tax only if operated under
the lodge system or for the exclusive
benefit of the members so operating.
Operating under the lodge system means
carrying on its activities under a form
of organization that comprises local
branches, chartered by a parent organi-
zation and largely self-governing,
called lodges, chapters, or the like. In
order to be exempt it is also necessary
that the society have an established
system for the payment to its members
or their dependents of life, sick, acci-
dent, or other benefits.

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as
amended by T.D. 7061, 35 FR 14770, Sept. 23,
1970]

19

§1.501(c)(9)-2

§1.501(c)(9)-1 Voluntary employees’
beneficiary associations, in general.

To be described in section 501(c)(9) an
organization must meet all of the fol-
lowing requirements:

(a) The organization is an employees’
association,

(b) Membership in the association is
voluntary,

(c) The organization provides for the
payment of life, sick, accident, or
other benefits to its members or their
dependents or designated beneficiaries,
and substantially all of its operations
are in furtherance of providing such
benefits, and

(d) No part of the net earnings of the
organization inures, other than by pay-
ment of the benefits referred to in
paragraph (c) of this section, to the
benefit of any private shareholder or
individual.

[T.D. 7750, 45 FR 1721, Jan. 7, 1981]

§1.501(c)(9)-2 Membership in a vol-
untary employees’ beneficiary asso-
ciation; employees; voluntary asso-
ciation of employees.

(a) Membership—(1) In general. The
membership of an organization de-
scribed in section 501(c)(9) must consist
of individuals who become entitled to
participate by reason of their being
employees and whose eligibility for
membership is defined by reference to
objective standards that constitute an
employment-related common bond
among such individuals. Typically,
those eligible for membership in an or-
ganization described in section 501(c)(9)
are defined by reference to a common
employer (or affiliated employers), to
coverage under one or more collective
bargaining agreements (with respect to
benefits provided by reason of such
agreement(s)), to membership in a
labor union, or to membership in one
or more locals of a national or inter-
national labor union. For example,
membership in an association might be
open to all employees of a particular
employer, or to employees in specified
job classifications working for certain
employers at specified locations and
who are entitled to benefits by reason
of one or more collective bargaining
agreements. In addition, employees of
one or more employers engaged in the
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same line of business in the same geo-
graphic locale will be considered to
share an employment-related bond for
purposes of an organization through
which their employers provide benefits.
Employees of a labor union also will be
considered to share an employment-re-
lated common bond with members of
the union, and employees of an associa-
tion will be considered to share an em-
ployment-related common bond with
members of the association. Whether a
group of individuals is defined by ref-
erence to a permissible standard or
standards is a question to be deter-
mined with regard to all the facts and
circumstances, taking into account the
guidelines set forth in this paragraph.
Exemption will not be denied merely
because the membership of an associa-
tion includes some individuals who are
not employees (within the meaning of
paragraph (b) of this section), provided
that such individuals share an employ-
ment-related bond with the employee-
members. Such individuals may in-
clude, for example, the proprietor of a
business whose employees are members
of the association. For purposes of the
preceding two sentences, an associa-
tion will be considered to be composed
of employees if 90 percent of the total
membership of the association on one
day of each quarter of the association’s
taxable year consists of employees
(within the meaning of paragraph (b) of
this section).

(2) Restrictions—(i) In general. Eligi-
bility for membership may be re-
stricted by geographic proximity, or by
objective conditions or limitations rea-
sonably related to employment, such
as a limitation to a reasonable classi-
fication of workers, a limitation based
on a reasonable minimum period of
service, a limitation based on max-
imum compensation, or a requirement
that a member be employed on a full-
time basis. Similarly, eligibility for
benefits may be restricted by objective
conditions relating to the type or
amount of benefits offered. Any objec-
tive criteria used to restrict eligibility
for membership or benefits may not,
however, be selected or administered in
a manner that limits membership or
benefits to officers, shareholders, or
highly compensated employees of an
employer contributing to or otherwise
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funding the employees’ association.
Similarly, eligibility for benefits may
not be subject to conditions or limita-
tions that have the effect of entitling
officers, shareholders, or highly com-
pensated employees of an employer
contributing to or otherwise funding
the employees’ association to benefits
that are disproportionate in relation to
benefits to which other members of the
association are entitled. See
§1.501(c)(9)-4(b). Whether the selection
or administration of objective condi-
tions has the effect of providing dis-
proportionate benefits to officers,
shareholders, or highly compensated
employees generally is to be deter-
mined on the basis of all the facts and
circumstances.

(i) Generally permissible restrictions or
conditions. In general the following re-
strictions will not be considered to be
inconsistent with §1.501(c)(9)-2(a)(2)(i)
or §1.501(c)(9)-4(b):

(A) In the case of an employer-funded
organization, a provision that excludes
or has the effect of excluding from
membership in the organization or par-
ticipation in a particular benefit plan
employees who are members of another
organization or covered by a different
plan, funded or contributed to by the
employer, to the extent that such
other organization or plan offers simi-
lar benefits on comparable terms to the
excluded employees.

(B) In the case of an employer fund-
ed-organization, a provision that ex-
cludes from membership, or limits the
type or amount of benefits provided to,
individuals who are included in a unit
of employees covered by an agreement
which the Secretary of Labor finds to
be a collective bargaining agreement
between employee representatives and
one or more employers, if there is evi-
dence that the benefit or benefits pro-
vided by the organization were the sub-
ject of good faith bargaining between
such employee representatives and
such employer or employers.

(C) Restrictions or conditions on eli-
gibility for membership or benefits
that are determined through collective
bargaining, by trustees designated pur-
suant to a collective bargaining agree-
ment, or by the collective bargaining
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agents of the members of an associa-
tion or trustees named by such agent
or agents.

(D) The allowance of benefits only on
condition that a member or recipient
contribute to the cost of such benefits,
or the allowance of different benefits
based solely on differences in contribu-
tions, provided that those making
equal contributions are entitled to
comparable benefits.

(E) A requirement that a member (or
a member’s dependents) meet a reason-
able health standard related to eligi-
bility for a particular benefit.

(F) The provision of life benefits in
amounts that are a uniform percentage
of the compensation received by the in-
dividual whose life is covered.

(G) The provision of benefits in the
nature of wage replacement in the
event of disability in amounts that are
a uniform percentage of the compensa-
tion of the covered individuals (either
before or after taking into account any
disability benefits provided through so-
cial security or any similar plan pro-
viding for wage replacement in the
event of disability).

(3) Examples. The provisions of this
section may be illustrated by the fol-
lowing examples:

Example 1. Pursuant to a collective bar-
gaining agreement entered into by X Cor-
poration and W, a labor union which rep-
resents all of X Corporation’s hourly-paid
employees, the X Corporation Union Benefit
Plan is established to provide life insurance
benefits to employees of X represented by W.
The Plan is funded by contributions from X,
and is jointly administered by X and W. In
order to provide its non-unionized employees
with comparable life insurance benefits, X
also establishes and funds the X Corporation
Life Insurance Trust. The Trust will not be
ineligible for exemption as an organization
described in section 501(c)(9) solely because
membership is restricted to those employees
of X who are not members of W.

Example 2. The facts are the same as in Ex-
ample 1 except that the life insurance ben-
efit provided to the non-unionized employees
of X differs from the life insurance benefit
provided to the unionized employees of X
pursuant to the collective bargaining agree-
ment. The trust will not be ineligible for ex-
emption as an organization described in sec-
tion 501(c)(9) solely because the life insur-
ance benefit provided to X’s nonunionized
employees is not same as the life insurance
benefit provided to X’s unionized employees.
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Example 3. S corporation established a plan
to provide health benefits to all its employ-
ees. In accordance with the provisions of the
plan each employee may secure insurance
coverage by making an election under which
the employee agrees to contribute periodi-
cally to the plan an amount which is deter-
mined solely by whether the employee elects
a high option coverage or a low option cov-
erage and on whether the employee is un-
married or has a family. As an alternative,
the employee may elect high or low options,
self only or self and family, coverage
through a local prepaid group medical plan.
The contributions required of those electing
the prepaid group medical plan also vary
with the type of coverage selected, and differ
from those required of employees electing in-
surance. The difference between the amount
contributed by employees electing the var-
ious coverages and the actual cost of pur-
chasing the coverage is made up through
contributions by S to the plan, and under the
plan, S provides approximately the same
proportion of the cost for each coverage. To
fund the plan, S established an arrangement
in the nature of a trust under applicable
local law and contributes all employee con-
tributions, and all amounts which by the
terms of the plan it is required to contribute,
to the trust. The terms of the plan do not
provide for disproportionate benefits to the
employees of S and will not be considered in-
consistent with §1.501(c)(9)-2(a)(2)(i).

Example 4. The facts are the same as in Ex-
ample 3 except that, for those employees or
former employees covered by Medicare, the
plan provides a distinct coverage which sup-
plements Medicare benefits. Eligibility for
Medicare is an objective condition relating
to a type of benefit offered, and the provision
of separate coverage for those eligible for
Medicare will not be considered inconsistent
with §1.501(c)(9)-2(a)(2)(i).

(b) Meaning of employee. Whether an
individual is an employee is determined
by reference to the legal and bona fide
relationship of employer and employee.
The term employee includes the fol-
lowing:

(1) An individual who is considered
an employee:

(i) For employment tax purposes
under subtitle C of the Internal Rev-
enue Code and the regulations there-
under, or

(ii) For purposes of a collective bar-
gaining agreement,
whether or not the individual could
qualify as an employee under applica-
ble common law rules. This would in-
clude any person who is considered an
employee for purposes of the Labor



§1.501(c)(9)-2

Management Relations Act of 1947, 61
Stat. 136, as amended, 29 U.S.C. 141
(1979).

(2) An individual who became enti-
tled to membership in the association
by reason of being or having been an
employee. Thus, an individual who
would otherwise qualify under this
paragraph will continue to qualify as
an employee even though such indi-
vidual is on leave of absence, works
temporarily for another employer or as
an independent contractor, or has been
terminated by reason of retirement,
disability or layoff. For example, an in-
dividual who in the normal course of
employment is employed intermit-
tently by more than one employer in
an industry characterized by short-
term employment by several different
employers will not, by reason of tem-
porary unemployment, cease to be an
employee within the meaning of this
paragraph.

(3) The surviving spouse and depend-
ents of an employee (if, for purposes of
the 90-percent test of §1.501(c)(9)-2(a)(1)
they are considered to be members of
the association).

(c) Description of voluntary association
of employees—(1) Association. To be de-
scribed in section 501(c)(9) and this sec-
tion there must be an entity, such as a
corporation or trust established under
applicable local law, having an exist-
ence independent of the member-em-
ployees or their employer.

(2) Voluntary. Generally, membership
in an association is voluntary if an af-
firmative act is required on the part of
an employee to become a member rath-
er than the designation as a member
due to employee status. However, an
association shall be considered vol-
untary although membership is re-
quired of all employees, provided that
the employees do not incur a detriment
(for example, in the form of deductions
from pay) as the result of membership
in the association. An employer is not
deemed to have imposed involuntary
membership on the employee if mem-
bership is required as the result of a
collective bargaining agreement or as
an incident of membership in a labor
organization.

(3) Of employees. To be described in
this section, an organization must be
controlled—
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(i) By its membership,

(ii) By independent trustee(s) (such
as a bank), or

(iii) By trustees or other fiduciaries
at least some of whom are designated
by, or on behalf of, the membership.
Whether control by or on behalf of the
membership exists is a question to be
determined with regard to all of the
facts and circumstances, but generally
such control will be deemed to be
present when the membership (either
directly or through its representative)
elects, appoints or otherwise des-
ignates a person or persons to serve as
chief operating officer(s), adminis-
trator(s), or trustee(s) of the organiza-
tion. For purposes of this paragraph an
organization will be considered to be
controlled by independent trustees if it
is an employee welfare benefit plan, as
defined in section 3(1) of the Employee
Retirement Income Security Act of
1974 (ERISA), and, as such, is subject to
the requirements of parts 1 and 4 of
subtitle B, title | of ERISA. Similarly,
a plan will be considered to be con-
trolled by its membership if it is con-
trolled by one or more trustees des-
ignated pursuant to a collective bar-
gaining agreement (whether or not the
bargaining agent of the represented
employees bargained for and obtained
the right to participate in selecting the
trustees).

(4) Examples. The provisions of this
section may be illustrated by the fol-
lowing examples:

Example 1. X, a labor union, represents all
the hourly-paid employees of Y Corporation.
A health insurance benefit plan was estab-
lished by X and Y as the result of a collec-
tive bargaining agreement entered into by
them. The plan established the terms and
conditions of membership in, and the bene-
fits to be provided by, the plan. In accord-
ance with the terms of the agreement, Y Cor-
poration is obligated to establish a trust
fund a